
customers receive discounted cellular equipment or airtime usage
credits. Under its previous accounting method. all such costs were
deferred and amortized over the life of the related non-cancelable
cellular telephone service agreement. Under the new accounting method.
the costs are expensed as incurred.

(cl EBITDA represents earnings from continuing operations before interest
expense. income taxes. depreciation and amortization. EBITDA is
provided because it is a measure commonly used in the industry. EBITDA
is not a measurement of financial performance under generally accepted
accounting principles and should not be considered an alternative to
net income as a measure of performance or to cash tlow as a measure of
liquidity.

(dl Earnings were insufficient to cover fixed charges by $36.3 million and
$2.2 million for the three months ended March 31. 1997 and 1996.
respectively, and by $56.2 million for the year ended December 31.
1996. Earnings consist of income before income taxes, plus fixed
charges. except where capitalized. Fixed charges consist of interest
charges and amortization of debt issuance costs. in each case whether
expensed or capitalized. and the portion of rent expense under
operating leases representing interest.

(el Cellular subscribers at end of period include 14.216.20.288.25.456,
2\ ,320 and 26.486 subscribers in the State of Maine for the years ended
December 31. 1994. 1995 and 1996 and for the three months ended March
31. 1996 and 1997. respectively See "The Maine Disposition."

(I) Net Population Equivalents means the estimated population of the
license market area multiplied by the percentage ownership of the
license. The estimated population is based on the 1996 Paul Kagan
Associates. Inc. CellularlPCS POP Book. The Company owns 100~" of each
of its PCS licenses and 100% of each of its cellular licenses For the
years ended December 3\. 1994. 1995 and 1996 and the three months ended
March 31. 1996 and 1997. Net Cellular Population Equivalents include
441.900. 442.000. 442.200. 442.000 and 442.200 population equivalents.
respectively. from the Company's Maine market areas. See "The \1aine
Disposition."
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Dollar Days
Sale of FCC Licenses
In Several States Nets
Budget Pocket Change

Public .-\irwa\·es \Vent Cheap
After Congress Pushed
Agency for Fast .-\uctions

~lcLeod Bags Four for S4-

Bv BRY\',' GRlLEY
Sra;( Rcpurrerwor" THE \\'ALL STHI":F:T JOl"nSAL

CEDAR RAPIDS, Iowa - Clark McLeod
loves grabbing- a cheap cafeterIa lunch at
hIS company'S new headquarters here.
One recent afternoon. he paid only S4.S0 for
a generous slice of cheese pIZZa. a barbe
cued-beef sandwich and coffee.

But Mr. ~lcLeod g-ot an even better deal
in Apnl when he bought g-overnment ~i

censes to use the
public amvaves. In
a Federal Commu
nIcations CommIs
sion auctlOn.
\1cLeodUSA Inc.
was the hIgh bIdder
for licenses to offer
wireless communi
catlOns to 15 million
people In four
states.

The pnce: Four
bucks.

That's right.
)'1cLeodUSA paId S1
for each license gIving it permission to
serve most of Iowa. Wisconsm. l\1innesota
and Nebraska. The licenses WIll play tt.eir
part in :'vIr. Mcleod's big plan to sell
bundled local and long-distance telephone.
cellular. pagmg and Internet services
across the upper Midwest. Bryce NemItZ. a
company vIce presIdent. deadpans: "Our
CFO guaranteed we could double our
money."

~lcLeodUSA's good fortune IS now the
subject of spIrited debate In Washmgton.
WIth pollcymakers torn between the duel
Ing goals of fostering- competItion in tele
communIcations and balanCing- the federal
budget. While no one doubts :\11'. :\lcLeod
will fuel competItion - he sold his first
company to MCr CommunIcalJons Corp.
for S1.25 billion - they prOI€SS shock and
dismay that anyone could buy an FCC
wireless license for less than the price of a
gallon of gasoline.

Thirteen prlor FCC auctlOnS of rights to
use electromagnetic spectrum garnered
S23 billion III bIds for 1.219 lIcenses - or
about 55.1 million a license. Winners
have poured more than ~10 billion into the
U.S. Treasury. WIth more to come.

But the latest auctlOn looks more like a
fire sale. Con!{l"esslOnal budgeteers ex·
pected it to fetch 51.S bllllOn. but bidders
offered Just $13.6 mlllion for 12S licenses-a
measly average of 5106.000 apIece. Bar
gams abounded. BellSouth Corp.. the At
lanta-based Baby Bell. snagged licenses
for Kentucky. Tennessee and the Carolinas
for Just Sl,002 each. And. like McLeod USA.
two other companies paId S1 each for other
Missouri. Minnesota and WisconSin li
censes,
Budget Hole

"It was just a comedy of errors.
complains John McCain. thp Arizona Re
publican who chairs the Senate Commerce
Committee.

Congress hurried the auctlon because It
wanted to plug a hole In the budget. This
meant potential bidders didn't have time to
develop business plans and line up financ
ing. Telecommunications-equipment
makers weren't sure what to build or what
to spend. because the FCC didnt deSIgnate
the spectrum for a particular use. Mr.
McLeod and other lucky bidders took ad
vantage.

For decades the FCC parceled out
spectrum via "comparatl\-e" hearings that
took years and at lotterIes that handed
winners free licenses that they frequently
resold for windfall proUts, But in 1993
lawmakers decided auctions would deliver
spectrum to worthy competltors more
quickly. whIle raiSing more money for the
government.

:\ow crItiCS contenC!2Q.mucILs,pectrum
IUlS b_e~_n.~I!Q.P.p~.!Lf..hi!.!.J!Lrn_as.l<et ~alue IS
fallin.K..a.Ilci t.hev say future auctions could
r.f..alLlfwer and fewergeficit·cuttlng dol
lars. That could be a problem because the
balanced-budget deal cut by Con!{l"ess and
the Clinton administratlOn expects spec
trum auctions to raise S26.3 billion over the
next five years.

Television broadcasters. worned be
cause the budget deal also targ-ets some of
their existing spectrum for auctlOn. are
telling lawmakers that auctions have run
their course. ! Separately'. broadcasters reo
cently were awarded free licenses to beam
digital signals - a move ordered by Con
gress and blessed by many lawmakers.
Sen. McCain excluded, who now complain
the latest auction raIsed too little cash. I
'Create Scarcity'

Cellular-phone-service companies that
won In prior auctlOns complain that falling
prices have devalued their licenses. This
makes it harder for them to raise capital
for their WIreless systems. which in turn
delays competition. they say. They want
Congress to have the FCC allot spectrum
more slowlY.

At a recent Washington soiree. Mimi
Dawson, a lobbyist for ~lotorola Inc .. the
big wireless-communications company,
flashed her diamond flng and said. "You
see this',' It wouldn't be worth a dime If
DeBeers ithe South AfrICan cartel I put
their diamonds on the market the same
way we're putting spectrum on the mar·

Please T/lm to PilOt' AIU. Column I

\
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Sale of FCC Licenses Nets Pocket Change .Hanut'acturers Plannin£!
.Hare Hires. Survey Sa,:~

answered "ves. He enteren three more 51
bids and. bv Ihe lime he 10l(ged off. the
toll'call bill was about 530.

For the nexl week. Mr. ~Iolof checked
penodlcally te see If he neened to raise hIS I

bids. Instead. he found that rIVals he had
expected to bid were dropping' out. When
the FCC ended the aucuun April 25. no one
had topped hiS 51 offers.

A beammg- Mr. ~olof burst into ~r .
\lcLeods office WIth the ~ood news. Four
dollars for 15 million cusiomers. he saId.
'~lisslOn accomplished." They slapped

high-lives and Mr. McLeod handed Mr.
Molof four one-dollar bills. He IS haVing
them framed.

The company has yet to receive ItS
formal licenses. but the FCC recently sent
sometllinJ( else lust as welcome: a refund
of 53.004.996. ~!!!!!!!!""""=

HlJ a W -Iol.l STHEET J lll-n~AL '::'[Ol( Rcpor!('r

CHICAGO - A new SUIW\' said more
{- .S. manufacturers plJn 10 increase
htrlnR' thiS year. reileCllng- conllnued
,Ireng-th In the i.'S. lob marKet.

The studv. 0,' Grant Thornton LLP.
Chlca~o. saln 59", 01 l' .S. manufacturers
plan to and iull·ume. permanent proouc
lion emplol'ees thiS \'ear. up irom 40', a ,
year earlier. About 32'; sal' thel' plan to
Keep full·ume stat I SIZe the same. while I

_C, alan 10 CUI pavrolls.
The stud\, polied execuu\,es from 25,

I·.S. manUiaclUrlng- companies wilh an·
nual sales between ~10 million dnn ~500

million.
'l'nder present economic CiJnnllions.

manufacturers 'Ire IncreaSln" capJClI\'
'Ind hiring- new WO'·Kers. said ~lartIn E.
Cooperman. dlrectorol Grant Thornton s
manuiactunngdlstnbutlOn croup.

The survev lound that T; of execu' ,
lives say they re 'opllmlsuc' abuut the I

U.S. economv. while 3', say the v re
peSSimiStiC and 26", are uncertain .
\earlv l5r; of manufacturers said profits
for 1997 Will nse abo,'e last year s
levels - up from tiU'; a \,ear ago and 57r;
In APril of [995.

Asmaller percenta£e. aboul tir,. said
1998 earnings would also exceed the prior
year's levels.

Morgan Stanley. Dean Witter
NEW YORK - Dean Witter. Discover &

Co. and Montan Stanley Group Inc. said
yesterday that they have completed their
S10.2 billion merger.

The stock of the combined lirm. which
will be known as MOl1'an Stanley, Dean
Witter. Discover & Co" started trading
yesterday under the symbol "MWD."

~organ Stanley Group and Deen Wi t·
tel'. Discover announced in February that
they planned to merge. creaunJ( the bll('
gest securJlJes lirm m terms of market
capitalization.

Separately. Standard & Poor's Corp.
said it has raIsed the 10nJ(·term semor debt
raunJ(S of the former Dean Willer. Dis
cover to slngle-A·plus from sinl[le·A. At
the same time. S&P affirmed the Sin£le-A
plus long-term senIOr debt ratlnl[s of Ihe
former Mor~an Stanley.

npr:nali\' taKes a veal' ur r10re In FebI'll'
."\. the airenc\, camPleten rules that let
llidders use airwaves lor almost ever"·
Ihlng-. from hli!'h·speea Internet transmls,
,I:,ns to Wireless cable f\' (,In!I' mobile
:lhone ser\lce was Ilmllen. Decause 01

~otentlalln(erference WI th another band ot
,I,pctrum.
. Cellular compames and telecommum'

callons-eqUipment makers obJPcted to the
:mpreclse fules. saylnl( the\' couldn't de·
I'.'rmme what t\''Pes of ellUIPment the\
oll£ht to bulid or at What cost. Thomas I

I Wheeler. preSident of the \,'ellular Tele'
,ummUllicatwns Industrv .~ssoCiallon. J

t"hbvmg group. sa\,s the FCC l)e~lecten liS
:"sponsIOlllt\' . lis the Iree'marKet dp'
[("Hch "one ha\'Wlre. he ',I\·S.

Chalrrr,an nundt del ends tne FCC's
IlJodS-off approacn. IVilh mure lime. aI· ,
fected Industries cuuld ha\,e neveloped
c[parer plans. he sal's. but adds. "j nont
Ihlnk the government should tell Industrv
how to use spectrum.. The FCC chose nOI
(') set minImum bids for the auctwn. pilrtl\'
because ofltclals thought It would discour·
age bIdders and. contrary 10 ConJ(ress s
orders. leave a lot of unauclloned lIcenses. I

Also. FCC offiCIals sal" It would have been I
difficult to set mlllll1iums tor licenses In
dozens of different U.S. markets.

On Feb. 5. ~ltchele Farquhar. then
chIef of the FCC WIreless Bureau_ warned
lawmakers by letter that bidders may not
have had suffiCient lime (0 achieve a
successful auction.' ~Ir. Hundt enlisten
"Ireless'lndustrv lobbvists. Includmg Mr. '
Wheeler. 10 persuade C'oncress IO delay the I

auctIOn so bidders would have more time to
prepare. But they declined..\Ir. Wheeler
sa VS. because il already was too late 10
change Conlrfess s mInd.

Out In Iowa. Mr..\fcLeod was In a I

quandary. He thought the spectrum surely
could be used tor statlonarv 10cal'Phone
servIce and perhaps for remote readinJ( of
utility meters. But suppliers couldn't pre
dIct with certainty the costs of equIpment
needed tor thiS particular band of spec·
trum - leavmg "a hUJ(e hole' In the busi'
ness plan. Mr. Molot says.

~r. McLeod figured other potential
bIdders faced the same problem_ so Ii·
censes Just mll(ht be a bargam. He decided
to make a tew modest bids. After paying 55
a potential customer In the prevIous auc
tion. McLeodUSA now expected to pay
no more than a penn~' a customer. "It the
licenses were all but free .. Mr. McLeod
says. "we wanted access to them."

Shortly after 8 a.m. on Apnl 15. ~Ir.

~Iolot sat down at a fourth·t!oor computer
at ~cLeodUSA's old downtown headquar
ters. He had WIred the FCC a reqUIred
good-talth payment of 53.005.000. althoul[h
he reallv dldn't expect to bId more than
5150.000. Just before the computer dIaled
the FCC auction computer. a message told
~Ir. Molof his toll call would cost 52.30 a
mmute.

.-\ Irfld appeared. listing- cIties and
reJ(ions where licenses were available. ~r.
\lolof moved nlS cursor 10~IIJwaukee.

ann Inserted the numerall' II) the'bld
amount culumn - for 51. TWice the com·
puter asked If he was sure: 4wlce he

0>----------------------------
Irencheo local phone C'Jl1lDanles. >.'" reu·
ruted wrth seven eW'.UrrVfS \ni" nflped
DUlid Telecom"'U~A. he Jllns to creJle J

"super reg-lOnal' carr,er otlpnn£ '_'ne-stop
~lhone sen'lCe - bUDolln£ lucaL lon£ dis
:,lnce. pagmg. Internet Jna etr.er sen·
Ites - In l2 Midwestern slates. Wcusmiron
,mall anO midsize towns. Th:s rS an area

! ')1 the countrY Ihe b:£ £uys coulo C1re less
lboul. he savs.

The "big ~uys Jre U S West [ne.
the Denver·based Bao\' Bell. Jno Amen·

, tech Corp" the Chlcaiw·oaseo Bel!. ~Ir.

! ~lcLeod Jokmg-Iv call5 l' S West Dina.
rur dmosaur. ane d drJ\\'In" !n .\11'. Sf
.'11HZ'S orflce shows a II)n~·neCKed n:nosaUf
1,lbelenl' S West .\;:h Its heaa stucK :n
'is postenor. AspoKes\\'"man luI' S \\rsI
says II s Just fIne rl lumpetllors :hlnK "r
us that wal': It .'Tleans In~\' 11 Je '.If
"uarn.

~lcLeodUSA has ',el iO post an annual ,
proht and last year had a loss of S22.3 I
million on revenue of -\I mllllOn. But ~lr

.\lcLeod says he IS fOCUSIng- 'Jr market
share. He says the compan\' nas won I
customers on' 2,r; of Ihe bUslness-tele·
phone Imes In Iowa markets II has In'
'>aded. and on I,": rn the IIlln-:J\s Cilies I
Where It competes. chleflv b.\ reselilnI;
service ourchased a, Wholesale roles from
L S West and Amentech. ~leantlme. the
company IS buJiding- liS own ilber-opllc
network. and ~r. ~lcLeod predicts profits
Will flow once customers mlcrate to that
Slstem. perhaps b\ 1999. The plan was
convlncInI[ enough to help ~lcLeodUSA '
raise 51 bIllIOn In eqUity ana debt last
vear.

~Ir. McLeod's wireless strlteey has
come alon~ more SIO"'I\. Three veal's al(o
he asked Keith ~Io' 0
!of. a former Amen' , .
tech manal[er. to.. . _
explore bIdding In ..,..

an FCC auctIon. Mr i -. ~;
~lolof. 39. tracked a ~~ .(\
few auctIOns before ~>(\. . '. :
enterIng one last \t. "'~ , .. ,. j
August for I1ce~ses \~11 'iT
10 prOVIde per' 'I' "'}I '.~
sonal commumca"''/'
!Ions servIces.' d /~~/
new generalion of . /'
wireless phone and ,..
paglng semces. Keith Molo{
The company spent
132.8 million. or about 55 tor each of tile 6.5
million people its 26 licenses let It reach.

~eanwhlle. a separate batch of spec
trum suddenly became avaIlable. Last
September. Conlrfess was seeking fresh
funds to complete the fIscal 1997 bUdl[et.
After consuillng the FCC. lawmakers or·
dered an auctIOn of unused spectrum
vaguely designated for "Wireless commu
mcatlOns servIces. The ConlrfesStonal
BudJ(et Office predicted thiS would raise
II.S bIllion - but to be counted In the
bUdl[et. the money had to be In Ihe Trea
sury by Sept. 30.1997. So Concress told the I

FCC to auctIOn the spectrum 0\' AprIl 1,.
ThiS l[ave the FCC about II \'e months 10 ,

write aUClion rUles and deCide whal the I

spectrum could be used for. d process of
debate ana compromise wllh Industry thai ,

(1,l/IIIIIIt'tl ;'".11"" 1'11".'\/ Pf/r/('

I In ,n Inten-ww. sne ddds: If '."U
tnt to create \'altlE'. you ve gOl to creale
Jrclt\'

Prentiss _\cquires a De\'elopment
DALLA~ - Pr~ntiss Properties Trust

,aid It acqUired J slx·bulidlng- mdustnal I

l1t>velopmellt In ,uburban Lus An~eles for
'1,.3 rrJilllon.

The reaJ'e,tate In\,estment trust said It
plans to rpnovilte "nd expano the propertl'.
whlcrl CUITt'ntl~' to~Jis 4tilJ.~(j,) squart: {eel
"f rentable space.

~t'n..\IrCJln ,wd olher lawmaKers I
.aee. dno :hel' "re prepann" leg-islatlOn
:"qUInn" the fTC to set mmlnlUm bids and
,!:1lt the numoer 01 dUCtlOnS held In a "tven
:me penoa. 'S~parately. the FCC and the
'u,tlce Department are mveSIl£3Ilng- Ihal
,\10 other wClions ior ~osslble IlIe\(al
-:d·;llmallng-. :\lcLeodUSA IS one 01 man\'

'.dners to ,feene Justice LJeoartmenl re
"I~StS lor IntormallOn. The -:oml;an\' de·
;es :In\" ....TPnl::QUJn!::. l"uncress Jsn t
,~.el\' tv o\'prlllrn tt1e IJ.Sl duet:un. but in

'Ie tuture. \\ t' ',e ~(lf (0 mll'\lrnlze lhl!
rlue ul Ihls PUUIIC aSSl'l, >,,'n \lcCam

~ l \-~.

But FCC Chairman Heed Hundt con
'enos Ilmllm~ auctions would also limit
umpelltlon. He says the cellular Innustry

·.\·anIS to SlOW aown auctlOns becausell's
nlll an Industrv that loves seem~ more I
umpelitors And he arl;ues Inat money r

!pnerated bv .Iucllons IS less Important
Ihan the fact that more Ihan 5,0 licensees
'1a \'e permiSSIOn to offer new services at
ower pnces.·~lcLeod's license IS a cheap
IIcket to nde the InformatIOn hl"hwav..
"Ir. Hundt says. 'He'lI hire people. h'ell
pay taxes. he II create an entrepreneunal
·centure. What's nat to lIke':"

:O<OthInI( at all. If you ask ~Ir. ~lcLeod.

What an eXCllln" tIme. sal's the 50-veal'
Id execullve. stndmJ( through hiS head

'jUarters at a pace Just short ot a Jog. With I
rhe company payroll minI( SIxfold to 2.JOO
workers In the past two veal's. employees
hal'e been tnplInl( up In cramped o{fJces
,taltered throu~houtll bUlldml(s 10 down·
'own Cedar f{aplds.

.'1ow. amid Slacks oi bo.xes and the
smell of fresh pamt. about 1.000 are mol'
In~ mto a new complex that sprawls across
a former cornlteld outSide town. It boasts
ItS own post otfice and health club. and an
Jcre-slzed room oi office cubicles marked
With color·coded. made-up street ad·
dresses. \lr. ~lcLeod's office. with a desk
he boul(ht al J.C. Penney 10 1985. IS at the
corner of 11th Avenue ann 11th Street. But
he says.·I feel lIke somebody picked me
up and put me down In heaven ..

He has been there before. In 1980. the
former hlgh·school leacher ann two pals
started a company that became Tele
com*USA. the nation's fourth-Iarg-est
long-distance carner. When lon~-distance

I(lant MCI bought It in 1990. ~r. ~cLeod

walked away With 550 mlllIon.·Once you
taste that kind of accomplIshment.' he
says. "you want to taste It ag'aln."

HavinJ( mastered 10nJ(-dlstance servo
Ice_ he deCided to compete al(amst en·
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D/E/F Band PCS Auction Results In Lower Spectrum

Prices But Another Win For CDMA Proponents

The FCC's auction of the last three personal communications services licenses ended on

January 14, 1996. In this report, \ve provide an analysis of the outcome of the auction.

In our view, four developments with broad implications for operators and equipment

providers bear mentioning.

1. Spectrum Prices 75% Lower Than C Band Auction

2. CDMA Again The Big Winner-Buy Lucent Technologies

4. GSM Proponents Can Now Claim National Coverage

Barry M. Sine, CFA
(212) 224-8511

3. Sprint and AT&T Gain National Coverage-Both Rated Hold
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D/EIF Bands Personal Communications Services Auction

Produces $2.5 Billion or $10 Per Pop

the Federal Communications Commission (FCC) completed its auction of the last three

blocks of personal communicanons services licenses when the aucnon ror the D. E and F

band licenses ended on January 14 after 276 rounds. The FCC raIsed just over $2.5

billion in the auction, which works our to $9.97 per 30 MHz pop for all three licenses.

Since these licenses only allow the use of 10 .\1Hz of radio spectrum, versus 30 .\1Hz for

the A. Band C band licenses, we adjust this to arrive at a price per 30 \/tHz pop.

Spectrum Prices Drop 75% From C Banci Auctiun in May

The gold rush a:mosphere (hac pervaded the C band aUCLlon which ended in .'vlay, 19%
dId not carryover to the D/£/F bandS aucnon, with the price per 30 .\lHz eqwvalenr pop

falling 75% from the 540 paid bv the srnall company partlClpanrS ii; rhe C band, co onlv

$10 in the D/E/F bands aucrion. This is also down roughly 35 % rrom the A and B band

auction held in 1995, which was dommared by the malor U.S. teiecorn earners. We see

two factors behind the crash In the market for radio spectrum:

>- First, most of the major u.s. telecorn carriers thaI' wamed a wireless telephonv

license either already held one of the nvo cellular licenses in their markets, or

had success~ully bid for licel1ses in the NB bands auction. As we note later, lJ1

the few markets where tWO or more major teiecom operators did actively

compete, license prices reached record highs.

>- Second, we believe that the difficulty many of the C band auetlon winners had

in raising financing has diminished tlle appeal of the business to others that

fear they may nOl have access 1:0 the capital markets if they did Will licenses.

By our count, C band parricipanrs have filed with the SEC for offerings to

raise (,'ver $700 million in equity and $700 million in debt. Despite the fact

that ~01ne of these companies initially filed last summer, none have yet to

successfully raise any public capital.

C Sand Winners Have Yet To Raise Public Capital

NextWave Telecom
General Wireless
Pocker CommunicatIons
Chase Telecom

Total

Proposed
Ticke,
SURF
GWIR

CTEL

Initi••
Filing Dade

6/10/96
6/28/96
8/29/96
10/2/96

Equity
(mils)

$300.00
$189.75
$172.50

$80.50

$74~.75

Debt
(mils)

$400.00
$220.00

N/A
$105.00

$725.00

SBC WARBURG INC.

Source: SecuritIes and Exchange CommIssum and SBC VVarburg Inc.
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Of the bidders, one-third were new, and they included 70 led by minorities, 50 by women and
167 by rural companies, largely in the F Block. Among the more interesting new players was
Sprint Corp. on its own rather than Sprint Spectrum, although the latter will manage the Sprint
properties; U S WEST, which also bid at the corporate level, as opposed to via U S WEST New
Vector; North Coast whose principal is related to Charles Dolan, CEO of cable company Cablevi
sian Systems (North Coast bid in Cablevision Systems' cable markets as it had in the C Block)
and Rivgam/Aer Force in which investor Mario Gabelli is a principal (Aer Force was a vehicle for
the F rounds, which require small business status). It is also interesting that Omnipoint and
Western Wireless (WWCA) ended up with 10 MHz each in certain markets where it is unlikely
either would build alone, suggesting a partnership there. WWCA already has a partnership with
Cook Inlet through which it bid in both the C and F rounds. In Sprint's case, the apparent reason
for the stand-alone bid was that the company is more enthusiastic about PCS than its three ca·
ble partners (Tele-Communications, or TCI, Comcast and Cox); in fact, there has been recent
pUblicity about TCI and Comcast's interest in getting out of the venture. With USW the likely ulti
mate merger and then sale of the New Vector properties into AirTouch, the telephone company
will be removed from direct participation in wireless, particularly if U S WEST Media Group, now
a tracking stock, is spun out to shareholders entirely, which we expect to happen.

20DOllal"'OIl, LaNa.Jeann.

___0, E.and F Auction Prices Surprisingly L_q'!"L ..

The final auctions, the so-called 0, E and F Blocks for broadband PCS were awarded on Janu
ary 14 after 275 rounds of bidding, which had begun in August 1996. The ultimate price of $2.52
billion, net of the F Block discounts, for a record 1,479 licenses by 125 bidders amounted to only
$3.32 per pop, substantially below the $27 per pop paid in the C Block last year, adjusting for
the difference in spectrum-10 MHz versus 30-by tripling the latest bid numbers. (In other than
the largest markets, 30 MHz is not often needed, so tripling is perhaps overstating the relative
value). With $10.17 billion from the C Block and $7.73 billion for the A and B rounds, ( or $15 per
pop for 30 MHz wide area A and B licenses) the total bid at auction from all rounds was $20.42
billion (excluding narrowband paging, SMR and other auctions) assuming the government actu
ally collects all the money. There is some concern-particularly with the C Block, which brought
in the most, and where payments are due over time rather than all upfront-that some of the win
ners will ultimately default. Those licenses would presumably be put up for bid again, but in view
of the much lower D, E and F round prices and time to market considerations, it is virtually cer
tain that any rebids would be at substantially lower prices. In the recent bids, a 5% down pay
ment was required January 23, with another 5% due when licenses are officially granted
probably very shortly. The rules were changed somewhat this time in some ways to be more lib
eral-Le., that only 25% of the licensed area population has to be built out in five years com
pared to 80% in the first awards; and in some ways to be more conservative-Le., the discounts
and payment terms for the F Block winners are less favorable. The F Block down payment is
20% instead of 10%, and the government loans are interest only for only two years, not six as
with the C Block.
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